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October 6, 2004 — Michael T. Cappucci
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— OCT 0 7 2004 ,
U.S. Securities and Exchange Commission THOMSON L CEe— 108 :
Division of Investment Management FINANCIAL.
450 Fifth Street, N.W.

Washington, D.C. 20549
: X cotumpIn FundS Trus7 XI ¥

Re: Columbia Disciplined Value Fund (File No. 811-04978) and the other Columbia funds listed
on Exhibit A attached hereto (together with Columbia Disciplined Value Fund, the “Columbia

Funds™)

Ladies and Gentlemen:

On behalf of the Columbia Funds, and each affiliated person of the Columbia Funds that is a party
defendant to the action described in the following complaint, please find enclosed a copy of the
following complaint filed pursuant to Section 33 of the Investment Company Act of 1940:

1. Beardsley v. FleetBoston Financial Corporation, Civil Action No. 04-10978 (PBS),
United States District Court for the District of Massachusetts (filed on March 17,
2004). The complaint is a derivative action filed on behalf of the Columbia Funds
against Columbia Management Group, Inc. and certain of its affiliates (collectively,
“Columbia”), certain current and former employees of Columbia, certain officers of
the Columbia Funds, and certain members of the Board of Trustees/Directors of the
Columbia Funds, among others.

Please direct any questions or comments relating to the enclosed materials to the undersigned at
the above number or Brian D. McCabe, Esq. at (617) 951-7801.

Please acknowledge receipt of this letter and the materials being submitted for filing by stamping
the enclosed copy of this letter and returning it to the messenger.

9552741 _1



ROPES & GRAY LLP

U.S. Securities and Exchange Commission -2 - October 6, 2004

Wted,
Michael T. Cappucci
Enclosures

cc: Mark Wentzien, Esq., Columbia Management (w/o encl.)
John M. Loder, Esq. (w/0 encl.)
Brian D. McCabe, Esq. (w/0 encl.)



Exhibit A

Columbia Acorn Trust, on behalf of the following series:
Columbia Acorn Fund

Columbia Funds Trust III, on behalf of the following series:

Columbia Mid Cap Value Fund
Columbia Quality Plus Bond Fund

Columbia Funds Trust VI, on behalf of the following series:

Columbia Small Cap Value Fund

Columbia Funds Trust XI, on behalf of the following series:

Columbia Disciplined Value Fund
Columbia International Equity Fund
Columbia Large Cap Growth Fund
Columbia Small Company Equity Fund

Columbia Growth Fund, Inc.

Columbia High Yield Fund, Inc.
Columbia Mid Cap Growth Fund, Inc.
Columbia Real Estate Equity Fund, Inc.

File No.

File No.

File No.

File No.

File No.
File No.
File No.
File No.

811-01829

811-00881

811-06529

811-04978

811-01449
811-07834
811-04362
811-08256



Affiliated Persons of the Columbia Funds that are Defendants

FleetBoston Financial Corporation
Fleet National Bank

Columbia Management Group, Inc.
Columbia Fund Services, Inc.
Columbia Management Advisors, Inc.
Columbia Wanger Asset Management, L.P.
Columbia Funds Distributor, Inc.
Margaret Eisen

Leo A. Guthart

Jerome Kahn, Jr.

Steven N. Kaplan

David C. Kleinman

Allan B. Muchin

Charles P. McQuaid

Ralph Wanger

John A. Wing

Douglas A. Hacker

Janet Langford Kelly

Richard W. Lowry

Charles R. Nelson

John J. Neuhauser

Patrick J. Simpson

Thomas E. Stitzel

Thomas C. Theobald

Anne-Lee Verville

Richard L. Woolworth

William E. Mayer

Joseph R. Palombo
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TN THE UNITED STATES DISTRICT COURT FOR THE
DISTRICT OF MASSACHUSETTS

HAROLD BEARDSLEY, STEVEN BURDA,
and BRAD SMITH derivativcly on behalf of the
COLUMBIA DISCIPLINED VALUE FUND,
COLUMBIA INTERNATIONAL EQUITY
FUND, COLUMBIA LARGE CAP GROWTH
FUND, COLUMBIA MID CAP GROWTH
FUND, COLUMBIA MID CAP VALUE FUND,
COLUMBIA REAL ESTATE EQUITY FUND,
COLUMBIA SMALL CAP VALUE FUND,
COLUMBIA SMALT COMPANY EQUITY
FUND, COLUMBIA IIGH YIELD FUND,
COLUMBIA QUALITY PLUS BOND FUND,
COLUMBIA GROWTH FUND, COLUMBIA
ACORN FUND, COLUMBIA ACORN TRUST,
INC., COLUMBIA FUNDS TRUSTS',

and the “COLUMBIA FUNDS?,”

PlaintifTs,
v.

FLEET NATIONAJL BANK, COLUMBIA
MANAGEMENT GROUP, INC.Y Y
COLUMBIA FUND SERVICES, INC.

COLUMBIA WANGER ASSET MANAGEMENT:;

 JNC3

COLUMBIA MANAGEMENT ADVISORS
COLUMBIA FUNDS DISTRIBUTOR, ANC
JOHN DOES 1.4/ MARGARET EISENYLEO
GUTHART,TEROME KAHN, JRY, STEVEN N.
KAPLAN'DAVID C. KLETNMAN, ALLAN B.
MUCHINYJOIIN A, WING,CHARLES P.
MCQUAID{ RALPH WANGER, DOUGLAS A.
HACKER?JANET LANGFORD KELLY?Y
RICHARD W. LOWR
JOHN J. NEUHAUSER! PATRICK J, SIMPSO
THOMAS E. STITZELY THOMAS C.

7
FLEETBOSTON FINANCIAL CORPORATION, :

CHARLES R. NELSON;,
4
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{Caption continues on nex!{ page)

' As defincd in (27, 41
2 Alist of the “Columbia Funds” is attached (o this Deti

vative Complaint (“Complaint™) us Exhibit A.




TfmosALD,/ANN';;LEE VERVILLE’,/ Rl

L. WOOLWORTHY WILLIAM E. MAYER;
JOSEPH R. PALOMBO, ILYTAT, L.P.Y %
RITCHTE CAPITAL MANAGEMENT, INCY -
EDWARD J, STERNYCANARY CAPITAL
PARTNERS LLCYCANARY CAPITAL
PARTNERS LTDY, CANARY INVESTMENT |,
MANAGEMENT, LLCYDANIEL CALUGAR,
SAL GIACALONE; D.R. LOESER!SIGNALERT :
CORPORATIONY ALAN WALDBAUMY :
TANDEM FINANCIAL SERVICES! and

JOHN DOES 5-100;

Defendants,
and

COLUMBILA DISCIPLINED VALUE FUND’
Pc_g;.gwm INTERNATIONAL EQUITY

D,/COLUMBIA LARGE CAP GROWTH
FUN ,/cowmam MID CAP GROWTH
FUNDYCOLUMBIA MID CAP VALUE FUNLY]
COLUMBIA REAL ESTATE EQUITY FUNDy
COLUMBIA SMALL CAP VALUE FUND,
COLUMBIA SMALL COMPANY EQUITY,

; COLUMBIA HIGH YIELD FUND,

COLUMBIA QUALITY PLUS BOND FUND"
COLUMBIA GROWTH FUNDYCOLUMBIA e
ACORN FUNDYCOLUMBIA ACORN TRUSTY :
INC., COLUMBIA FUNDS TRUSTS\nd the
“COLUMBIA FUNDS"

Nominal delendants,




Plainti{Ts Harold Beardsley, Steven Burda and Brad Smith, derivatively on behalf of the
Columbia Disciplined Value Fund, Columbia International Equity Fund, Columbia Large Cap
Growth Fund, Columbiz Mid Cap Growth Fund, Columbis Mid Cap Value [Fund, Columbia Rcal
Estate Equity Fund, Columbia Small Cap Value Fund, Columbia Small Company Equity Fund,
Columbia 1ligh Yield Fund, Columbia Quality Plus Bond Fund, Columbia Growth Fund,
Columbia Acorn Fund, Columbiz Acomn Trust, Inc., Columbia Funds Trusts®, and each of the
Columbia Funds (collectively, the “Funds™), hereby complain against the Defendanls as follows:

SUMMARY OF T ; N

1. This derivative action seeks lo rccover damages 1o thc Funds caused by
defendants’ breach of fiduciary duties, including under Section 36(b} of thc Investment
Company Act of 1940, and by the manjpulative scheme in which the defendants participated to
enrich themselves at the expense of the Funds and their shareholders by permitling favored
investors to engage in rapid in and out trades in the Funds, a practice commonty called “market
timing” or “timing.”

JURISDICTION AND YENUE

2, This Court has jurisdiction over this action purshant to Section 44 of the

Investment Company Act of 1940 (*Investment Company Act” or the “ICA”), 15 U.S.C. § 80a-

43; Scetion 214 of the Investment Advisors Act of 1940, 15 U.5.C. § 806-14,

3 The Columbia Avorn Funds are series of the Columbia Acorn Trust. Each Columbia mutus? funds is
either a series of a Columbia Funds Trust, of which there arc ten, or is incorporated independently (the
“Incorporated Columbia Stock Funds™). The Columbis Acorn Trust, Columbia Funds Trusts and the
Incorporated Columbia Stock Funds are collectively referred W as the “Trust.”
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3. 'This Court also has supplemental jurisdiction, pursuant to 28 U.S.C. § 1367(a),
over the state law claims asserted herein, because they arisc out of and are part of the same case
or voulroversy as plaintiffs’ federal claims. |

4. Venue is proper in this judicial district because some or all of the Defendants
conduct business in this district, some of the wrongful acts alleged hercin took place or
originated in this district. Defenduants Columbia Fund Services, Inc., Columbia Munagement
Advisors, Inc., and Columbia Funds Distributor, Inc, arc headquartered in this district.

5. In connection with the acts and practices alleged herein, Defendants dircctly or
indirectly used the mails and inslrumentalities of intcrstatc commerce, including, but not himited
to, the mails, interstate telephone communications, and the facilities o f the national s ccurities
markets and national securities exchanges.

PARTIES
Plaintiff

6. Plaintiff Harold B eardsley, aresident of Nassau County, New York, purchased
shares of the Columbia Disciplined Value Fund, Columbia International Equity Fund, Columbia
Large Cap Growth Fund, Columbia Mid Cap Growth Fund, Columbia Mid Cap Value Fund,
Columbia Real Estate Equity Fund, Columbia Small Cap Value Fund, Columbia Small Company
Equity Fund, Columbia High Yield Fund, and Columbia Quality Plus Bond Fund. These funds
were purchased before Deccmber 2001 and Mr. Beardsley continues to hold such shares,

7. Plainti{l Brad Smith, a resident of Chclan, Washington, purchased shares in
Columbia Growth Fund before 1990 and continues (o hold such shares,

8. Plaintiff Steven Burda, a resident of Bucks County, Pennsylvania, purchased

shares in the Columbia Acom Fund in December, 2003 and continues to hold such shares.
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Columbia Defendants

9. FleetBoston Financial Corporation (“FleeiBoston’) is a financial services
company and thc ultimate parent of Fleet National Bank and dcfendants bearing the Columbia
name. FleetBoston is organized under the laws of Rhode Island and is located at 100 Federal
Street, Boston, Massachusetts 02110,

10,  Fleet National Bank (“Fleet Bank”) is a wholly owned subsidiary of Defendant
FlcctBoston and is the direct parent of Defendant Columbia Management Group. Fleet Bank is
incorporated in Rhode Island and is headquartered at 111 Westminster Street, Providence, Rhode
Tsland 02993.

11.  Columbja Management Group, Tne, ("CMG”) is the assct management arm of

FlcctBoston, and is among the world's 30 largest asset manugers with over $140 billion in assets
under management, as of Octobcr 31, 2002. CMG’s asset management business is carricd out
primarily through Columﬁia Menagement Advisors, Tnc, and Columbia Wanger Asset
Management. CMG is an Orcgon Corporation headquartered at 100 Federal Street, Boston,
Massachusctts 02110.

12, Columbia Fund Scrvices, lnc. (“Columbia Services™) is the trunsfer agent for the

Columbia Funds. Columbia Services is responsible for identifying market-timing activity in the
funds, Columbia Scrvices is located at 100 Federal Street, Boston, Massachusstis 02110,

13.  Columbia Punds Distributor, Inc. (“Columbia Distributor”) is the principal

underwriler of the Columbia Funds' shares. Accoriing to the Columbia Funds wcbsite,

Columbia Distribuior is a wholly owned subsidiary of FleetBoston and a part of CMG.

Colurmbia Distributor is compensated based on the amount of assets it causes to be invested in




the Columbia Funds. Columbia Distributor is located at One Financial Center, Boston, MA
02111-2621.

14.  The Defendants described in paragraphs 9 through 13 are sometimes referred to as
the “Columbia Dcfendants.”
Advisor Defendants

15.  Columbia Wanger Assct Management (“WAM”) is the advisor to the Columbia
Acorn Funds. WAM is a registered investinen! advisor under the Investment Advisors Act of
1940 and has ultimale responsibility for overseeing the day-to-day opcration of the Columbia
Acorn Funds. WAM reccives advisory fees based on (he {otal asscts under management in the
funds for which it acts as advisor. WAM is an indirect wholly owned subsidiary of CMG.
WAM is headquartered at 227 West Monroc, Suite 3000, Chicago, TL 60606.

16.  Columbia Management Advisors Inc. (*Colunbia Advisors”) is the advisor to all
of the Columbia Funds except the Columbia Acorn Funds (the “Non-Acorn Colunbia Funds™),

which arc advised by WAM. Columbia Advisors receives advisory fees based on the tota) assets

‘under management in the funds for which it acts as advisor. Columbia Advisor is a wholly

owned subsidiary of CMG and is located at 100 Federal Strect, Boston, Massachuselts 02110,

17.  The defendants described in paragraphs 12 and 13 are somctimes referred to as
the “Advisor Defendants.”
John Does 1-4

18.  John Does 1 through 4 were at relevant times officers and employees of Columbia
Distributor and negotiated and/or approved the agreements with the Timcr Defendants (as

delined in §39) as allcged herein,




19.  John Doe number 1 was at relevant times the Senior Vice President of Columbia
Distributor.

20.  Jobn Doe number 2 was at relevant times the President of Columbia Distributor.

21. John Doe number 3 was at relevant times the National Sales Manager of
Columbia Distributor.

22.  Jobn Doe number 4 was al televant times thc Managing Director for National
Accounts of Columbia Distributor.

23, . The Defendants referred to in paragraphs 16 through 19 arc sometimes referred to
as the “Columbia Distributor John Doc Defendants.”

24.  ‘The Defendants described in paragraphs 9 through 18 arc sometimes referred to us
the “Columbia Defendants.”

25.  The Columbia Distributor John Doe Defendants and Columbia Distributor are
sometimes referred to as the “Columbia Distributor Defendants.”

26.  Thc Advisor Defendants and Columbia Distributor Defendants are somctimes
referred to as the “Advisor/Underwriter Defendants.”
Trustee Defecndants

27.  The*“Trustee Defendants” are comprised of the members of the Board of Trustees
for each of the Acorn Funds, Columbisa Funds Trusts and Incorporated Columbia Stock Funds.
The Truslees have overull management and supervisory responsibility for each of the Acomn
Funds or Columbia Funds and arc responsible for profeciing the interests of the funds’
sharcholders. The Trustees also select the officers of the Acorn Punds and Celumbia Funds who

are responsible for (he day-to-day activities of the funds.




[ 28.  The members of the Board of Trustees of the Columbia Acor Funds arc
defendants:
a) Margaret Eisen
b) Leo A. Guthart
9] Jerome Kahn, Ir,
d) Steven N. Kaplan
e) David C, Kleinman
f) Allan B. Muchin
2) Robert E. Nason
h) John A, Wing
i) Charles P. McQuaid
) Ralph Wanger
‘ 29,  The defendanis described in paragraph 25 are sometimes referred 1o as the "Acorn

Trustees.”

30.  The members of the Board of Trustees of thc Columbia Funds Trusts and the
Incorporated Columhia Stock Funds arc defendants: .
a) Douglus A, Hacker
b) Janet Langford Kelly
<) Richard W. Lowry
. d) Charles R. Nelson

¢) John J, Neuhauser




) Patrick J, Simpson
© Thomas E. Stitzel
h) Thomas C. Theobald
1) Avne-Lee Verville
) Richard L. Woolworth
k) William E. Muyer
)] Joseph R. Palombo
31.  The Columbia Funds Trusts’ Trustees elect the officers of the Tms{. have a
fiduciary duty to the Trust and its beneficiaries and a duty o maintain the safety of the assets of
the Trust. Each Columbia Funds Trusts’ Trustee serves as 2 board member of 124 funds within
the Cotumbia Family of Funds.
32.  ‘The defendants described in paragraph 27 are sometimes referred to as the
“Columbia Funds Trustees.”

Timer Defendants

33, Dytat, L.P. ("llytat™) is a San Francisco hedge fund that was engaged in market-
timing the Columbia Funds at relcvant times. lytat L.P. is located at 230 Califomia Streel, Suite
700, San Francisco, California, 94111.

34.  Rilchie Capital Management, [ne, ("RCM™) is a hedge fund manager that was

engaged in market-timing of the Columbia Funds at relevant times. Ritchie Capital Managcment,
Inc. is located at 2100 Enterprisc Ave, Geneva, Illinois 60134.

35.  Edward J. Stcrn (“Stemn™) is an individual who was cngaged in market-timing the

Colursbia Funds at relevant times through entities he controlled described in paragraph 30
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below., Edward J. Stern is a resident of New York County, New York and at all relevant times
was the Menaging Principal of CCP, CCP Ltd. and CIM described in paragraph 32 helow,

36, (@)  Canary Capita} Partners, LLC (“CCP”) is a New Jerscy limited

liability company with its principal offices in Sccaucus, New Jersey. At relevant times,

CCP was a hedge fund cngaged in late trading snd market-timing mutual funds, mcluding

the Columbia Funds.
(v)  Canary Capital Partners, 1td, (“CCP Ltd.”) is a Bermuda limited liability

company. At relevant times, CCP Ltd. was also a hedge fund engaged in market-timing
mutual funds.

{c) Canary I nvestment Management, L!,g; (“CIM™)is a New Jerscy limited
liability company with its principal offices in Secaucus, New Jersey. At all relevant
times, CIM managed the assets of CCP and CCP TAd  As of July 2003, Canary
Investment Management had received approximatcly $40 million in management and
incentive fees from CCP and CCP Ltd. The sizc of these fees reflects the phenomenal
success Canary hedgce funds cnjoyed both in termns of their (rading results and the amouat
of capital they were able to gather in the fund in large part due to the evenis and
circumstances described in this Complaint. CCP, CCP Ltd. and CIM sare collectively
referred (0 herein as “Canary” or the “Canary Defendants.”

37.  Danicl Calugar (“Calugar™) is an individual who was engaged in market-timing
the Columbia Funds at relevant times. Calugar is the owner and President of Security Brokerage

inc. The Securities and Exchange Commission (“*SRC”) charged Calugar and Security Brokerage

10




in December 2003 with securities fraud involving latc trading and market timing in mutual funds
in exchange for “sticky asset™ investments in the hedge funds of mutual fund companies.

38.  Sa] Giacalone (“Giacalone”) is an individual who was engaged in market-timing
the Columbia Funds at relevant times. According to an article published on CNNMoney.com on
March 2, 2004 Giacalone is a [inancial consultant at Smith Bamey's Waltham, Massachusetts
branch.

39. D.R.Loeser (“Locscr”) a registered investment advisor, was cngaged in the
busincss of market-timing the Columbia Funds at relevant times.

40.  Signalert Corporation (“Signalert”), a rogistered investment advisor, was engaged
in market-timing the Columbia Funds at relevant times. Signalert Corporation is located at 150
Great Neck Road, Suite 301, Great Neck, New York 11021.

41.  Alan Waldbaum (‘‘Waldbaum™) is an individual who was engaged in the market-
timing the Columbia Funds at relevant times,

42.  Tandem Financial Scrvices, Ine, (“Tandem™), an investment advisor, was engaged
in market-timing the Columbia Funds at televant times. Tandem Financial Services, Inc. is
located at 6600 Decane Bivd., Suite 200, Monireal, Quebec H3X 2K4.

43.  The defendants described in paragraphs 29 through 38 are sometimes referred to
as the “Timer Defendants.”

44.  The true identities, toles and capacities of John Docs 5-100 have yet to be

ascertained.  Included in John Does 5-100 are hedge funds, hedge fund managers, brokerage

¢ Portfolio managers and advisers like WAM and Columbia Advisor make their profit from fees charged
1o the funds for financial advice and other services. Such fees ure typically a percentage of the assets in
the fund, so the more assets in the family of funds, the more money the advisers and managers stund to
make. This fee assessment also applies to hedge funds. Knowing this, timers frequently offer the fund
advisor static, non-trading assets in exchange for the right to time. These static assets are called “sticky
assets,”
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finns and fiducianies to the Cotumbia Funds who pa.rticipatc&. éxploitod and perpetrated the
unlawfli! trading in Columbia Funds and knowingly violated the policics established by the
Columbia Funds, In addition, it includes those entitics and individuals who conspired and
assisted in exploiting the opportunities provided by the Cohunbia Defendants 1o make illicit
trades in the Columbia Funds. Such defendants directly or inditectly profited by their ﬁwn, or
others, ability to engage in improper late trading and timing at the expense of non-participating
Columbia Funds investors, Furthermore, John Does 5-100 actively enticed the Columbia
Defendants to breach the fiduciary duties owea to the Columbia Funds through numerous means
including the deposit of assets in Columbia hedge funds in exchange for the right to make shont-
term: and late trades in Columbia Funds. The identities of John Docs $-100 will be disclosed in
amendments to this complaint whea the true identities are discovered. .

45.  The defendants described in paragrapbs 9 through 42 arc sometimes collectively
referred 10 as the *Defendants.”

Nomingl Defendants

46.  Columbia Acom Trust is a Massachusctts Business Trust organized in 1992 as

successor to The Acorn Fund, Inc., which became the Columbia Acom Fund scries of the Trust.
Six mulual funds currently comprise the Columbia Acom Trust: Columbia Acom Fund,
Columbia Acom International, Columbia Acom USA, Columbia Acorn Select, Columbia Acom
International Select, and the Columbia Thermostat Fund. Each Fund is a series of the Trust, and
each Fund is an open-end, management investment company.

47.  The Columbia Funds Trust 1, 11, IlL, 1V, V, VI, VI, VI IX and XT are

collectively referred to herein as the Colymbia Funds Trust, Each of the Columbia Funds Trusts

is 2 Massachuselts Busimess Trust. Bach Columbia mutual fund is a series issued by one of the




Columbia Funds Trusts except the Incorporated Columbia Stock Funds. Each Columbia Funds
Trust is registered nnder the Investment Company Act of 1940 as an open-cnd management
investment company,

43. The funds comprising the Incorporated Columbia Stock Funds are each
individually incorporated under the laws of the Slale of Oregon as opcn-end investment
compunies registered under the Tnvestment Company Act of 1940 and are not a series of any
Columbia Funds Trust. Thc Incorporated Columbia Stock Funds include the Columbia Common
Stock Fund, Columbiz Growth Fund, Columbia I ntcrnational Stock Fund, Columbia Mid Cap
Growth Fund, Columbia Small Cap Growth Fund, Columbis Real Estate Equity Fund, Columbia
Technology Fund, Columbia Strategic Investor Fund, Columbia Balanced Fund, Columbia Short
Term Bond Fund, Columbia Fixed Income Sccuritics Fund, Columbia National Municipal Bond
Fund, Columbia Oregon Municipal Bond Fund, Columbia High Yield Fund, Columbia Daily
Income Company.

49.  Columbia Small Company Equity Fund is a mutual fund that seeks capital
appreciation. The fund ordinarily invests al least 80% ol assets in equity securitics of companies
with capitalizations of $1.5 billion or less. The Columbia Smult Company Equity Fund is a
scrics of the Columbia Funds Trust X1.

50.  Columbia Small Cap Value Fund is a mutual fund that sceks long-term capital
apprecialion. The fund nommally invests al least 80% of assets in equity sccuritics issued by
companies with market capitalizations under $1.5 billion, In addition to common stocks, the fund
sy invest in convertible sccurities rated at least BB, preferred stocks, and investment-grade

corporate debt securities. The Columbia Small Cap Value Fund is a series of the Columbia Funds

Trust VI,




51, ' Columbia Growth Fund sceks capital appreciation. ;I‘hc fund invests primarily in
common stocks. When selecting investments, management considers sales trends, camings,
profit margins, the potential for new-product development, the corpany's competitive position
within its industry, the ability of management, and investment in research and facilitics.
Columbia Growth Fund is incorporated under the laws of the State of Oregon and is registered
under the Tnvestment Company Act of 1940 as un open-end investment company.

52.  Columbia Acorn Fund is a mutual fund that invests primarily in common stocks
of small and medium-sized companies. Up to 33% of the fund's assets may be invested in
foreign markets. Columbia Acomn Fund is organized as a series of shares of the Nominal
Defendant Columbia Acorn Trust.

53.  Columbia Disciplined Value Fund is a mutual fund that seeks long-term capital
appreciation and considers income as secondary. The fund normally invests at lcast 80% of
assets in common stocks, preferred stocks, and convertibles. The advisor sccks securities it
judges to bc undervalucd based on cash flow, retum on equity, retum on assels, fixed-charge
coverage, and ratio of market capitalization to revenues. The Colurmbia Disciplined Value Fund
is a series of the Columbia Funds Trust XI.

54,  Columbis Internatiopal Equity Fund is a mutual fund that seeks long-term capital
appreciation. The fund typically invests at least 80% of assets in cquity securities, primarily the
tquity securities of forcign issuers, and maintains invesiments in at lcast three foreign countries.
The Columbia Intemnational Equity Fund is a series of the Columbia Funds Trust XT.

55.  Columbia Large Cap Growth Fund is a mutual fund that sccks long-term capital

appreciation. The fund nommally invests at leasl 80% of assets in 8 broadly diversified portfolio

of equity securities. The fund invests mainly in the securities of U.S. issucrs, but may invest up




to 20% of assets in foreign securities. The Columbia Large Cap Growth Fund is & series of the

Columbia Funds Trust XT.
56. Columbia Mid Cap Growth Fund is a mutual fund that seeks capital appreciation,

The fund invests at least 80% ol asscts in stocks of companies with a markct capitalization, at the
time of purchasc, cqual to or less than the lurgest stock in the Russell Midcup ndex. The fund
may also invest, to a limited exlent, in foreign sccurities, including American Depository
Receipts. Columbia Mid Cap Growth Fund is incorporated under the laws of the State of Oregon
and is registered under the Investment Company Act of 1940 as an open-end investment
company.

57.  Columbia Mid Cap Value Fund is a mutual fund that sceks long-term capital

growth and invests primarily in middle capitalization stocks. These arc stocks of mid-size
companies that have market capitalizations similar in size to those in the Russell Mid Cap Vatuc
Index, The Columbia Mid Cap Value Iund is a series of the Columbia Funds Trust I1I.

58.  Columbju Real Estate Equity Fund is a mutual fund that seeks capital appreciation
and currcnt income. The fund normally invests al least 80% of assets in equity securities issucd
by companies engaged in the rcal cstate industry. It may invest the balancc of assets in equity
securities of other {ypes of companics and in investment-grade debt securitics. Columbia Real
Estatc Equity Fund is incorporated under the laws of the State of Oregon and is registered under
the Investmeni Company Act of 1940 as an open-end investmenlt company.

59.  Columbia High-Yield Fund is a mutual fund thal seeks currcnt income with
capital appreciation as a sccondary abjective. The fund generally invests at lcast 80% of assels in

fixed-income securities rated BB or lower. Columbia High-Yicld Fund is incorporated under the
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laws of the State of Oregon and is registered under the Investment Company Act of 1940 as an
open-end investment company.

60.  Columbia Quality Plus Bond Fund is & mulual find that seeks current income
consistent with prudent risk of capital and normally invests at least 50% of assets in high quality
sccuritics that have one of the top two ratings assigned by S&P or Moody's or unraled securities
dctermined by management to be of comparable quality. The Columbia Quality Plus Bond Fund
is a4 series of the Columbia Funds Trust 1L

61.  The Columbia Funds are mutual funds managed by subsidiaries of FlectBoston
and arc listed on Lxhibit A. They are each a series of the Columbia Fund Trusts, Columbia
Acom Trust or individually incorporated under the laws of the State of Oregon as open-end
invesiment companies registered under the lnvestment Company Act of 1940. As of December
31, 2003, there were 132 Columbia Funds.

FACTUAL BACKGROUND
Market Timing

62.  Like all other mulual funds, the Columbia Funds’ sharces are valued once a day, a
4.00 p.m. Eastern Time, {ollowing thc close of the financial markets in New York. The pricc,
known as the Net Asset Value (“NAV™), reflects the closing prices of the securities that comprise
a particular fund’s portfolio plus the valuc of any uninvested cash that the fund manager
maintuins for the fund. Thus, although the shares of 2 mutual fund are bought and sold all day
long, the pricc at which the sharcs trade does not change during the course of the day. Orders
placed any time up {0 4:00 p.m. are priced at that day’s NAV, and orders placed after 4:01 p.m.
arc priced at the next day’s NAV. This practice, to price orders at the next day's NAV, is known

as “forward pricing” and has been required by law since 1968.
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63.  Latc Treding. Because of forward pricing, mutual funds are susceptible to a
manipulative practice known as “latc trading.” Lule trading is the unlawful practice of allowing
some inveslors {o purchasc mutual fund shares after 4:00 p.m. at that day’s NAV, even though
such after-hours trades should be priced at the next day’s NAV. Latc traders seck {o (ke
advantagc of cvents that occur after the close of trading on any given day, while purchasing
shares of mutual funds at prices that do not reflect those events, “Latc trading can be analogized
to betting today on yesterday's horse races.”™ The late trader’s arbilrage profit comes dollar-for-
dollar oul of the mutual fund that the late trader buys. When the late trader redeems his shares
and claims his profil, the mutual fund manager has to either sell stock, or use cash op hand —
stock and cash that used to belong to (he shareholders and the fund — to give the late trader his

gain. The late trader’s profit is revenue withheld from the sharcholders and the mutual fund.
The forward pricing rule was enacted precisely to prevent this kind of abuse. See 17 C.F.R.
§270.22¢-1(z).

64.  Timing. Another manipulative practice used by Timer Defendants to exploit
mutual fund pricing is known as “timing,” which involves short-term “in-and-out” trading of
mutual fund shares. One fiming scheme is “time zane arbitrage,” which takes advantage of the
fact that some funds use “stale” prices to calculate NAV. These prices are “stale” because they
do not necessarly reflect the “fair valuc” of such securitics as of the time the NAYV is calculated.
A typical example is a U.S. mutual fund that invests in Japanese companies. Because of the time
zone difference, the Japanese market closes at 2:00 am. New York time. When the NAV is
calculated at 4:00 p.m. in New York, it is based upon murkei information that is fourteen hours

old. If there have been positive market movces during the New York trading day that will cause

5

State of New York v. Canary Capital Pariners et al., Supr. Ct. of NY,, 9 10 (“NYAG
Complaint™).




® | ®
the Japanese market to rise when it opens latcr, the stale Japanese pﬁ'cee will not reflect the price
change and the fund’s NAV will be artificially Jow. A trader who buys the Japanese fund at the
“stalc” pricc is virtually assured of aprofit that can be realized the next day by selling. By
“timing" {he fund, an investor seeks to carn repeated profits in a single mutual fund.

65.  Another market timing scheme is “liquidity arbitrage.” Under this scheme, a
treder seeks to take advantage of stale prices in certain infrequently traded investments, such as
high-yield bonds or the stock of small capitalization companies. The fact that such securities
may not have traded for hours before the 4:00 p.m. closing time can render the fund’s NAV stalc,
and thus open il 1o being timed.

66.  the device of market {iming is inconsistent with and inimical to the purpose for
mutual fimds as long-term investments. Mutual funds are designed for buy-and-hold investors,
and are thercforc the preferred investment instruments for many rctirement and savings
accounts. Nonetheless, certain investors attcmpt to make quick in-and-out trades in order to
. exploit the i nefficiency of mutual fund pricing. Thee [Tect o f market timing is to artificially
increase the frequency of {ransactions in a mutual fund, and consequently incrcasc the fund’

trapsaction costs substantially above what would be incurred if only buy-and-hold investors were

trading in the fund’s shares. The jncreased transaction costs, as well as additional capital gains
Laxes, reduces the asscts of the fund and, in tum, its NAY,

67.  Markel timing also disrupts the trading program of the funds’ managcrs forcing
ill-timed redemption and depleting cash in the fund.
68.  Continued successful timing requires thc complicity of a funds’ management,

which the Timer Defcndants received.
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69.  Timers also frequcntly pursuec a strategy of tradiﬁg through third parties, ie.,
brokers or other intermediaries who process large numbers of mutual fund trades every day
through omnihus accounts where trades are submilled to mutual fund companies en massc. This
way, timers hope their activity will be lost amid the other trades in the omnibus account. This is
called “timing under the radar.”

70.  Because of the harm timing can cause, honest fund managers oflen scck to
minimize the disruptive impacl of timers by keeping cash on hand to pay out the timers® profits
without having to sell stock. However, such efTorts by honest fund munagers to counter the ill
offcets of market timing on their funds does not climinate the harm, it only reduccs it. Indeed,
onc recent study estimated that U.S. mutual funds lose $4 billion per year to timers. See Eric
Zitzewitz, Who Cares About Sharcholders? Arbitrage-Proofing Mutual Funds (October 2002),

i b.stanford.edu/zilvewitz/Rescach/arbi

71.  Insider Timing. “Timing" is not 4 quick-buck device limited to third parties like
Calugar who act cither alone or in complicily with fund managers. Fund insiders, like portfolio
managers, arc sometimes unable to resist the opportunity for quick profits at the cxpense of the
funds offered by timing opportunities. At least one Columbia Fund manager succumbed to this
tcmptation and timed his or her own 401(k) retircment accounts, according to FloctBoston's web
site.

SUBSTANTIVE ALLEGATIONS
0S US DISCLOSURES

72.  The Columbia Funds, like most mutual funds, bave internal policics conceming

market timing,




‘ 73.  For example, the prospectuscs filed Fcbruary 26, 1999 for each of the funds
within the Columbia Acorn Trust stdtc, in relevant part:

THE ACORN FUNDS DO NOT PERMIT MARKET-TIMING and have adopted
policies to discourage this practice.

Generally, you will be permitted to make up 10 4 round trip exchanges per year
(a vound trip is an exchange out of one fund into another fund, and then back
again).

YOU MAY ONLY EXCHANGE BETWEEN ACCOUNTS THAT ARE
REGISTERED IN THE SAME NAME, ADDRESS, AND TAXPAYER
1DENTIFICATION NUMBER.

Acom may temporarily or permancatly tcrminate the exchange plan privilege of
any investor who makes excessive use of the plan, Excessive trading can hurt
fund performance and shareholders.

Acorn may refuse exchange purchases by any person or group, if Acorn believes
the purchase wilt be harmfnl to existing shareholders.

(cmphasis in bold added).
. 74.  Tater prospectuses for the each of the funds within the Columbia Acorn Trust
{Funds) filed with the SEC on April 30, 2003 state:

The Fand does not permit short-term or excessive trading in its shares.
Excessive purchases, redemptions or exchunges of Fund shares distupt portfolio
management and increase Fund expenses. In order to promote the best mterests
of shareholders, the Fund {(and any other funds distributed by Liberty Funds
Distributor, Inc.) reserves the right o reject any purchase order or exchange
request, particularly from market timers or invcstors who, in the adviser's
opinion, have a pattern of short-term or excessive trading or whose trading
has been or may be disruptive.

{cmphasis added).
75.  The prospectuses for the Columbia Acorn International and Columbiz Acom
Foreign Forty Funds, both series of shares within the Colurnbia Acom Trust Istatc:
In addlition, if you redeem or exchange shares of the Fund that you have owned

60 days or less, the Fund will charge you a redemption fee of 2% of the
redemption proceeds. The Fund will use the "lirst-in" "first-out" method to
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determine when shares were purchased. Shares purchased prior (o February 0,

2003 will not be subject to the redemption fee. The redemption fee will be

deducted from your redemption proceeds and retained by the Fund to help cover
transaction and tax costs that long-term luvestors may bear when the Fand
realizes capital gains as a result of sclling securities to meet investor
redemptions. The redemption fee is not imposed on redemptions or shares

purchased through reinvestment of dividends and distributions, or cxchanges of
shares for Class Z shares of a fund distributed by Liberty Funds Distributor,

Tng. that has a redemption fee, The Fund may waive the 2% redemption fee for
401(k) plans that are in the process of liquidating their Fund investments.

(emphasis added).

76.  Contrary to these stated policics, the Columbia Defendants knowingly permitted
and actively facilitated the Timer Defendants’ market timing (o the detriment of thc Columbia
Funds and their shareholders,

77.  The Timer Defendants perpetrated this manipulative scheme on the Columbia
Funds, from at least 1998 to 2003, directly or with the complicity of thc Columbia Defendants.
The schemes violated the said defendants’ fiduciary dutics to the Columbia Funds apd their
shareholders,‘ but resulted in illicit gains to the defendants in the form o [ substantial fees and
other income for themselves and their affiliates.

78.  Oun January 15, 2004 FleetBoston, the ultimate parent of Fleet National Bank, the
direct parent of Defendant CMG, issued a press release reporting that defendant CMG and
Columbiz Distributor, Inc. had reccived “Wells” notices from the Securitics and Exchange
Commission (“SEC™) indicating that the SEC intended to commence an enforcement action
relating to improper market timing in Columbia Funds. The press release stated, in relevant part:

Tn 4 separate development, FleetBoston said (hat earlier this month two of its subsidiarics,

Columbia Management Advisors, luc.,, and Columbia Funds Distributor, Tnc,

recelved “Wells” notices stating that the SEC Reglonal Office staff in Boston had

made a preliminary determination to recommend that enforcement action be
brought against them, alleging that certain fund prospeetuses did n ot accarately

disclose, in violation of fiduciary duties, certain trading activity in fund shares, Wc
believe that the allcgations relate to a limited number of trading arrangements
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occurring in the period 1998-2003. The majority of (rades made pursuant to these
arrangements were made by three entitics and occurred in one intcrmational and two
domestic funds. None of these arrungements is in existence today. The subsidiaries intend
to engage in discussions with the SEC in ém effort to reach a satisfactory resolution of
thcse matters,

{emphasis add;d).

79.  On February 24, 2004, the SEC brought an cnforcement action against Columbia
Distributor and Columbia Advisors alleging the markei-timing conduct described herein. That
same day, the New York Attorney General initiated a similar action alleging similar conduct.
Each of the rcgulators generally alieged that Columbia Advisors and Columbia Distributor
allowed certain preferred mutual fund customers to engage in short-term and excessive trading,
while at the samc time representing publicly that it prohibited such trading.

80.  On March 15, 2004 the SEC announced that Columbia Advisors and Columbia
Distributor had agreed to settle the civil fraud charges filed in connection to the markct timing
scheme alleged herein. As part of (he settlement, the settling defendants agreed to disgorge $70
million in profit, pay $70 million in civil penalties, reduce management fees by $80 mmillion over

a period of five ycars, and implement unspecified changes in fund governance.

AGREEMENTS WITH MARKET-TIMERS

81,  Beginning in 1998 und continuing through 2003, Columbia Distributor cntcred
inlo al least nine arrangements with investment advisors, hedge funds, brokers and individuals
allowing them to market-time various Columbia Funds in exchange for “sticky assct”
investments in other mvestment vehicles of Columbia affiliates.

Ilytat L.P.
82.  Between April 2000 and October 2002, Defendant Oytat made nearly 350 round

trip trades in seven Internalional Columbia Funds. A significant number of thesc trades were




made pursuant to an apgreement llytat made with Columbia Dist;ibutor, with the approval of
Columbia Advisors and the portfolio manager of the Columbia Newpori Tiger Fund (the
“Newport Tiger Fund”), to market time the Newport Tiger Fund.

83.  Undcr the agreement, Dytal agreed to place $20 million in the Newport Tiger
Fund, with two-thirds of that amoun( remaining static and one third to be actively traded in and
out.

84.  Tn 2000, llytat made $133 million in purchascs or exchanges and redeemcd $104
million in the Newport Tiger Fund, During the first 5 months of 2001, Ilytat’s purchascs in the
Newport Tiger Fund accounted for $72 million of the total purchases of $204 million in that
 fund.

85.  Columbia Disiributor Defendant John Doc 2 (President of Columbia Distributor)
knew about Ilytat’s market timing in thc Nowport Tiger Fund, but allowed it to continue. The
Port{olio Manager for thc Nowport Tiger Fund repeatedly wrote to John Doe 2 expressing
concem about the harm that Ilytat’s activity was having on the fund and ils investors, Despite
the manaper’s cfforts, by June 2000, Iytat was making weekly round trips of $7 miltion.

86.  lytat made 73 round trips in the Columbia Acom International Fund between
Seplember 1998 and October 2003. At the peak of its markel timing in the Acom Internalional
Funds, llytat made at least 40 round trips in the fund.

Ritchie Capital Management, Inec.

87.  Between January 2000 and September 2002 Defendant Ritchie made over 250
round trips in the Newport Tiger Fund.
88.  In 2001, Columbia Distributor negotiatcd with Ritchie to allow 12 round trips in

the Newport Tiger Fund. At the cnd of 2001, Defendant John Doe 1, the Senior Vice President of

23




® @
Columbia Distributor, met with and sought from Ritchie’s principals a “sticky asset” investment
in a fixed income fund in exchange for continued timing of the Newport Tiger Fund. At the
time, Rilchie’s $52 million investment in the Newport Tiger Fund constituted nearly 10% of that
fund's $525 million in assets.

89.  In 2002, Columbia Distributor, with the assistance and conscnt of the Porlfolio
Manager for the Columbia Growth Stock Fund, agreed to permit Ritchie to market-time 10% of a
$200 million jnvestment in that fund with no limit on the number of round trips. Ritchie made at
Icast five round trips within two monihs in amounts up to $7 million,

90.  In 2003, Ritchie ntade another agreement, with the permission of bath Defendant
John Doc 1, the Senior Vice President of Columbia Distributor, and the Porifolio Manager of the
Growth Stock Fund, mn which he would place $20 million in the Growth Stock Fund, makc
unlimited round trips with up to $2 million, and place another $10 million in the Columbia Short
Term Bond Fund as a sticky assel.

91. Between June 2002 and Septmeber 2003, Ritchie mude approximatcly 18 round
trips in the Growth Stock Fund,

Edward J. Stern

92.  Dunng late 2002 and early 2003, Defendant Stem negotiated with Columbia
Distributor through two inletmediaries to market time the Columbia Growth & Tncome Fund,
Columbia § elect value Fund, and the Growth Stock Fund. In early 2003, Epic A dvisors, on
behalf of Stern’s firm, CIM, entered an agresment with Columbia Distributor, with the approval
of Defendant Johm Doe 3, Columbia Distributar's Ntional Sales Manager, permitting Stem to

make up {0 3 round trips per month using his cntirc investment of $37 million in those three

funds.




93.  During the same time period, Sicrn also placed $5 million in the Columbia High
Yield Fund with permission to make’ one round trip per month from Columbia Distributor and
with the approval of the Porifolic Manager for that fund. Betwsen November 2002 and July
2003 Stern made seven round trips in that fund averaging $2.5 million cach time.
Daniel Calugar

94.  Beginning about April 1999, Defendant Calugar reached an agrcement with
Cotumbia Distributor allowing him to make onc round trip per month using up to $50 million in
either the Growih Stock Fund or the Columbia Young Investor Fund, which was a fund targeting
children with a goal toward educaling young investors. Defendants Joe Doe 4 (the Managing
Director of National Accounts for Colurnbia Disiributor), and John Doe 1 (Senior Vice President
of Columbia Distributor), as well ss the Portfolio Manager for the Growth Stock Fund, approved
the arrangement. '

95.  In Fact, Calugar averaged more than one round trip per day in the Columbia
Funds. Calugar made over 200 round trips in the Young luvestor Fund in 2000 trading up to
$2.3 million af a time. He also madc at Icast 13 round trips in the Stein Roe Intcrnational Fund.

96.  Calugar made nearly 70 round trips in the Growth Stock Fund of up to $4 million
al a time beiween January 2000 and Fcbruary 2001. He also made approximately 20 round trips
in the Newport International Equity Fund during 2000 in amounts up to $6.6 million.
Sal Glacaloge

97.  Defendunt Giacalone entered an agrecment with Columbiz Distribulor, with the
approval of its President, Defendant John Doe 2, to place $5 million in sticky assets in the

Columbia Acon Funds in exchange for the right to make up to four round trips per month up to

$15 million each in (he Newport Tiger Fund,




98.  Giacalone made 43 round trips in the Newport Tiéer Fund between November
2000 and April 2001,
D.R, Loeser

99.  Defendanl Loeser entered an agreement with Columbia Distributor, which was
approved by Defendant John Doe 1 (Columbia Distributor’s Scnior Vice President), the Portfolio
Maneger of the Growth Stock Fund, and the President of the St¢in-Roe fund complex, allowing
Loeser to make five $R million round trips per month in the Growth Stock Fund,

100.  Between January and May 2000 Loeser madc approximately 20 round trips in the

Growth Stock Fund and 20 round trips in the Young Investor Fund.

Signalert Corporation
101, Defendant Signalert entered an agreement with Columbia Distributor in 1999 that

allowed Singalert to make 10 round trips annually up to $7.5 million in both the Growth Stock
Fund and the Young lavestor Iund. In exchange, Signalert was to place $5 million in each of six
other funds trading only oncc a quartcr.

102, Tnlale 1999, senior management of Columbia Distributor pushed to incrcase the
size of Signalert’s investments. Signalert agrecd to place additional slicky assets in a money
market fund i n ¢ xchange for permission to make 1 2 round trips per year year in the Growih
Stock Fund and Young Tnvestor Fund. The Growth Stock Fund Porifolio Manager and the
Young Investor Portfolio Manager both approved the agreement.

103. Between 2000 and 2001, Signalert made more than 50 round trips in the Growth
Stock Fund and more than 50 round trips in the Young Investor Fund. Between February and
August 2001, Signalert made 20 rounds trips in the Young Investor Fund, Beiween February

and December 200! Signalert made 20 round trips in the Growth Stock Fund.
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104. Signalert also market-timed the Acomn Fund, Galax& Equity Value Fund, Galaxy
Growth & Incomc Fund, and Stein-Roe Income fund, making at least 15 round trips in the
Acorn Fund between March 2001 and F ebruary 2003, 8 round trips inthe Stein Roe Income
Fund in November 2001, 23 round trips in the Galaxy Equity Fund, and 25 round trips in the
(Galaxy Growth & Income Fund between February 2001 and January 2002.

Alan Waldbaum

105. Defendant Waldbaum entered into an agrecment with Columbia Distributor under
which he was permitted to make 10 round trips per year in the Columbia Tax Exempt Fund, a
municipal bond fund, if he moved less than $5 million at 3 time and always kept at least $2
million in the fund. The Portfolio Manager for the fund approved the agreement.

106. Waldhaum made 10 round trips beiween November 2002 and October 2003.

Tandem Financial Services, lng.

107. Defepdant Tandem cntered an agreement with Columbia Distributor, with the
approval of Dcfendant John Doe 1 (Columbia Distributer’s Senior Vice President), permitting
Tandem to make an unlimited pumber of tradcs in one or more of the Columbia Fﬁnds.

108. Tandem made over 100 round trps in the Columbia Tax Exempl Fund between
Fcbruary 2000 and September 2003.

COLUMBIA DISTRIBUTOR ACTIVELY OBSTRUCTFD
EFFORTS Vv TIMING

109, Columbia Distributor’s cxecutives and employecs prevented others from
interfering with the Timer Defendants’ market timing activities:
a) In March 2001, John Doc 1, Columbia Distributor’s Senior Vice

Presiden(, caused a Columbia Services manager responsiblc for market fiming to




telephone 2 porifolio assistant for the Acom International AFund and tell her that it was
“inappropriate” for her to take any direct action to stop ytul from market timing.

b) Columbia Scrvices then put Tlylat on a list of “Authorized Accounts for
Frequent Trading’ against which no action was to be {aken.

c) Defendant John Doe 1 also intervened when the Portfolio Maoager for the
Acom Intcrnational Fund complained about and tricd to stop Ilytal’s markct timing,

d) In 2002, Defendant Joho Doe 4, Columbia Distributor's Managing
Director for N ational A ccounts, injervened to reverse a stop p laced Nytat’s trading by
Columbia Services.

e) In 2003, a Columbiz Distributor’s salcs manager intervened whcn‘
Columbia Scrvices tricd to stop Tandem (rom market-timing the Tax Exempt Fund.
Tandem was allowed to continuc timing through October 2003.

COLUMBIA DISTRIBUTOR, WAM, AND COLUMBIA ADVISOR
DIRECTLY BENEFITTED FROM MARKET-TIMING

110, Because WAM und Columbia Advisor receive advisory fees hascd on total assets
under management in thc Columbia Acorn Funds and the Non-Acom Columbia Funds,
respectively, it served their interests to obtain the largest possible investment in a fund.
Thorefore, both WAM and Columbia Advisor benefited directly from the market-timing
agreements with the Timer Defendants,

111. Columbia Distributor received revenue and its exccutives were compensated
based on the tolal amount of assets thcy caused to be invested in the funds. As a result,

Colurabia Distributors directly bencefited from placing timer money in the funds.




112, CMQ, by virtue of its position ae controlling parent of the Advisor Defendants,
Columbia Distributor, and Columbia Services, is responsible for and has power (o supervisc
those entitiea.

113.  Fleet Bank by virtue of its position as controlling parent of CMG is responsible
for and has power to supervise CMGQ, the Advisor Defendants, Columbia Dist:ribdor, and
Columbia Services.

114. FleetBoston, by virtue of its position as the ultimate parent of thc Columbia
Dcfendants, has ultimate responsibility and power lo supervise the Columbia Defendants.

115, The events described in this Complaint have had and will have a scries of
deleterious effects on the Columbia Funds, including bhut not limited to:

{a)  The Columbia Funds incurrcd cxtensive and unpecessary transactional
costs due to the market-timing transactions executed as part of the scheme alleged herein;

) The Columbia Funds’ net returns were reduced as a resull of the excessive
reserve funds set aside to fund redemptions by investors who werc perniitted to time the
funds;

(c)  The Columbia Funds’ net rcrurns were reduced as a vesult of the
difficulties associated with the management of a market timed fund caused by significant
short term inflows and outflows that are associated with rnarket timing activity, Market
timing significantly interferes with the ability of advisors to manage a fund (he way it
would be without market timing activity;

(d)  The Columbia Funds' advisory fees reNected additional compensation to
advisors and portfolio managers who were compensated for the additional risks and

complications inherent in advising and managing markct timed mutual funds;
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(¢) The Columbia Funds’ returns may.have becn reduced by (he Columbia
Defendants’ disclosing to the Timer Defendants the trading activity and portfolio position
of the timed funds so (hat, in cssence, they could either short the fund or front run the
fund;

(0  Loss of confidence of the investing public in the integrity and
management of the Columbia Funds, resulting in  outflow from the Columbia Funds
causing the Columbia Funds’ NAV to decline and the market value of the Columbia
Funds to decline,

{g)  As aresult of Defendants’ misconduct, the Columbia Funds are exposed to
significant rcgulatory scrutiny and (o suit by investors for losses, at @ minimum, causing
the Columbia Funds to incur ﬁnneccssary direct and indirect investigatory, litigation and
administrative costs, and potentially resulling in awards, judgments or settlcments against
the Columbia ffunds.

D EXCUSED ALLEGATIONS
116.  The Plaintiff has not made demand upon the Trustee Defendants to bring an
action against the Defendants, and other culpable parties to remedy such wrongdoing alleged in
this Complaint because:

(@)  Demandis excused because no such demand is required for the PlaintifT to
assert a [cderal claim under Section 36(b) of the Investment Company Act, 15 U.S.C. §
80a-35(b), for breuch of fiduciary duty in connection with the compensation and other
payments paid to the Defendants,

(b}  Demand is also excused because the unlawful acts and practices alleged

herein are not subject to the protection of uny business judgment rule and could not be
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ratified, approved, or condoned by disinterested and informed trustees under any
circnmstances.

(¢) Demand is also excused because the unlawful acts and practices alleged
herein involve sclf-dealing on the part of the Delendants, who manage and control the
day-to-day affairs of the Columbia Funds.

(@ Demand upon the Trustcc Defendants, is also excused because the Trustee
Defondanis were retained by management of CMQ, and thus owe their positions as well
as their loyalties to them and lack sufficicat independence to exercise business judgment.

(¢)  Demand upon the Trustee Defcndants is excused becanse the Trustee
Delendants arc subject to liability for breaching their fiduciary duties to the Columbia
Funds by, inter alia, failing to adequately monitor the activity in the Columbia Funds,
failing to adequately supervise the Advisor Defendants and failing to prevent and/or halt
the timing of the Columbia Funds. As a resull, if the Trustcc Defendants sued the
Advisor Defendants, the Advisor Defendants would have a valid third parly claim against
the Trustee Defendants, which is a disincentive for the Trustee Defendants to cause the
Columbia Funds to prosecuic claims against the Advisor Defendants.

H Finally, demand is excused becausc such demand would be futile. The
unlawful acts and practices alleged hercin have been the subject of an intense
investigation by the Sccurities and Exchange Commission and New York Attorey
General Eliot Spitzer culminating in a two civil complaints filed February 24, 2004.

| Consequently, the Trustee Defendants and cach of them already have heen fully informed
of the wrongdoing alleged herein und have lailed and refuscd to take appropriate action to

tecover damages for the Columbia Funds. No sharcholder demand could or would
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. prompt the Trustee Defendants to take action if the SBC’s and Attorney Genera) Spitzer’s
investigations and complaints did not.

COUNTT
VIOLATION OF SECTION 36(2) OF THE INVESTMENT COMPANY ACT
(Against the Columbia Defendants (other than Columbia Services), the Columbia

Distributor Defendants, the Advisor Defendants and the Trustee Defendants)

117.  Plaintiff incorporates by reference all paragraphs above.

118. The Columbia Acorn Trust, each of the Columbia Funds Trusts and cach of the
Tndependent Columbia Stock Funds are registered investment companies.

119. The Advisor Defendants are investment advisors under Section 36(a) as that term
1s defined in Section 2 of the ICA.

120,  ‘The Columbia Distributor Defendants (including John Does 1-4) act as the
principal underwriler for the Columbia Funds under Section 36(a) as defined in Scction 2 of the

¢ ICA.

121, The Trusiee Defendants arc dircctors under Section 36(a) as that term is defined
in Section 2 of the ICA.

122.  FleetBoston, Fleet Bank, and CMG, by virtuc of their ownership and position and
responsibilities for managing and dirccting the activities of Columbia Distributor, the Advisor
Defendants, and John Does 1-4, are liable for the actions of those entities,

123.  Pursnant to Section 36(s) of the ICA, 15 U.8.C. §80a-35(a), the Columbia
Distributor Dcfendants, the Advisor Defendants and the Trustee Defendants owe to the
Columbia Funds and their sharcholdcrs the fiduciary duties of loyally, candor and duc care,

including the duty of advisors to seek approval of any advisory agreement will full disclosurc of

information material to the board’s decision regarding their compensation and the duty of the




dircctors to request and evaluate information as may reasonably be necessary to cvaluate
advisory agreements.

124.  Each of the Columbia Distributor Defendants, the Advisor Defendants and the
Trustee Defendants breached his/her or its fiduciary duty to (he.Columbia Funds and their
sharcholders by the acts alleged in this Complaint.

125. By agreeing and/or conspiring with the Timer Defendants to permit and/or
encourage the Timer Defendants to time the Columbia Funds, the Columbia Distributor
Defendants and the Advisor Defendants placed their own self-interest in maximizing their
compensation and other payments ovcr the interests of the Columbia Funds and their
shareholders.

126,  After a reasonable opportunity to conduct discovery, plaintiffs belicve that the
cvidence will show that the Colurabia Distributor Delendants and the Advisor Defendants did
not make full and fair disclosure of all information that would be material to a board’s decision
Tegarding advisory and/or other compensation under advisory and/or other agreements.

127.  After a reasonable opportunity to conduct discovery, plaintiffs believe that the
evidence will show that the Trustce Defendants did not request and/or evaluate information as
reasonably may be nccessary to evaluate advisory and/or other agreements.

128.  As a direct and proximate rosult of the wrongful conducl alleged sbove, the Funds
and their sharcholders were damaged, including by the diminution of assets and value (including
the NAV) of the Columbia Funds and corporate waste, for which defendants arc liable.

COUNT

Y1OLATION OF SECTION 36(b) OF THE INVESTMENT COMPANY ACT
(Against the Advisor and Columbia Distributor Defendants)

129.  Plaintiff incorporates by reference all paragraphs ahove.
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130. The Columbia Acorn Trust, each of the Columbia F@ds Trusts und Independent
Columbia Stock Funds are registered investment companies.

131. The Advisor Defendanls are each investment advisors for the Columbia Funds as
that term is defined in Section 2 of the ICA.

132. The Columbia Distributor Defendants act as the principal underwriter for the
Columbia Funds under Section 36(a) as defincd in Section 2 of (he ICA.

133.  Pursuant to Scction 36(b) of the Tnvestment Company Act, 15 U.S.C. § 80a-35(b),
the investiment advisor of a mulual fund owces to the mutual fund and its sharcholders a fiduciary
duty with respect to its reccipt of compensation for services or payments of any material nature
paid by the mutual fund or its shareholders to such investment advisor or any affiliated person.
This duty applies not only to the leﬁns of the advisory fee agreements, but also to thé manner in
which advisors scck approval of such agreements. Thus, among other things, Section 36(b)
prohibils advisors from soliciting the approval of any advisory agreement from a fund board by
use of falsc or misicading information, or by failing to disclose information materiaf to the
board's dccisién regarding their compensation. Information conceming conflicts of interest is
particularly important {o the funds and to their independent directors.

134.  Pursuant to Section 36(b) of the Investment Company Act, 15 U.S.C. § 80a-35(b),
mwutual [knd sharcholder may bring a civil action against an investment advisor or any affiliated
person who has breached his or its fiduciary duty conceming such compensation or other
payments.

135.  As alleged above in this Complaint, cach of the Advisor Defendants and the
Columbia Distributor Defendants breached his/her ot its fiduciary duty with respect to the receipt

of compensation or other payments from the Columbia Funds or their shareholders.




136. By virtuc of the foregoing, the Advisor Dcfcndants aﬁd the Columbia Distributor
Defendants have violated Section 36(b) of the Investment Company Act, 15 U.S.C. § 80a-35.

137.  As a direct and proximate result of the wrongful conduct alfeged above, the Funds
and their ehareholders were damaged, including by the diminution of assets and value (including
the NAV) of the Columbia Funds and corporate waste, for which defendants are liable, -

QUNT 111
COMMON LAW BREACH OF FIDUCIARY DUTY
(Against the Advisor Defendants, the Columbia Distributor Defendants
and the Trustce Delendants)

138.  Plaintiff incorporates by reference all paragraphs above.

139, The Advisor Defendants, the Columbia Distributor Defendants and the Trustee
Defendants (the “Fiduciary Defendants™) and cach of them owed to the Columbia Funds and
their sharcholders the duty to exercise due carc and diligence, honesty and loyalty in the
management and administration of the affairs of each Columbia Fund end in the useand -
prescrvation of its property and assets, and owed the duty of full and candid disclosure of all
matenial facis thercto. Further, said defendants owed a duty to each of the Columbia Funds and
their shareholdcrs not to waste the funds’ corporate asscts and not to place their o‘wn personal
sclf-interest above the best interest of the funds and their shareholders,

140.  To discharge those duties, the Fiduciary Defendants and each of them were
required to exercise prudent supervision over the management, policics, practices, controls, and
financial and corporate affairs of the Columbia Funds.

141.  As alleged in this Complaint, each of the Fiduciary Defendants breached his/her

or its fiduciary duty by receiving excessive compensation or payments in connection with the

timing schemes and other manipulative schermes as alleged in this Complaint.




. 142,  Asalleged ahove, cach of the Fiduciary Defendants é.lso breached bis or its
fiduciary duty to preserve and not to waste the assets of the Columbia Funds and each of them by
permitting or incurring excess charges and expenses (o the Columbia Funds in connection with
the Timer Defendants’ timing scheme.

143, Asa direcl und proximate result of their wrongful conduct, the Columbia Funds
suffered damages in conncction with the acts and practices alteged in this Complaint.

COUNT IV

AIDING AND ABETTING BREACH OF FIDUCLARY DUTY
(Against the Timer Defendants)

144.  Plaintiff incorporates by reference all paragraphs above.

145. The Timer Defendants knew of the existence and extent of the fiduciary duty
between the Fiduciary Defendants mmd the Columbia Funds and their shareholders. The Timer

‘ Defendants knew that their “timing” in the Columbia Funds were manipulative devices and knew

that these acls were a breach of the fiduciary duties owed to the Columbia Funds by the
¥iduciary Defendants. The Timer Defendants maliciously, without justification and through
unlawful means, aided and abetted and conspired with the Fiduciary Defendants in breaching
their fiduciary duties and provided substantial assistance and encouragement to the Fiduciary
Delendants in violating their fiduciary duties in the manner and by the actions described in this
Complaint.

146.  The Timer Defendants are jointly and severally liable with the Fiduciary

Defendants to the Columbia Funds for damages proximately caused By their aiding and abetting

as ulleged herein.




147.  As s direct and proximate result of the Timer Deferxlants’ wrongfut conduct, the
assets and value (focluding the NAYV) of the Columbia Funds havc been reduced and diminished
and (he corporate assets of the funds have been wasted.

COUNT V1

CIVIL CONSPIRACY
{Against All Defendants)

148. Plaintiff incorporates by reference all paragraphs above.

149.  The Defendants entered into an agreement or agreements or combinations with
each other (o accomplish by common plan the illegal acts described in this Complaint and by
their actions demonstrated the existence of an agreement and combinalion.

150. The Defendants by their actions have manifested actual knowlcdge that & tortious
or illegal act or acts was planncd and their intention (o aid in such act or acts.

151,  The Trustee Defendanis’ conduct constituted willful misfeasance, bad faith, gross
negligence or reckless disrcgard of the duties invelved in the conduct of his or her office.

152.  The Defendants maliciously and intentionally conspired, combined and agreed
with one another to commit the unlawful acts alleged in this Complaint or to commit acts by
ufﬂawful means causing injury to Plaintiff and proximatcly causing injury and damages to the
Plaintiff for which they arc jointly and severally liable.

153.  The Columbia Funds have suffered damagcs as a result of the wrongs and the
conspiracy lo commit such wrongs as alleged in the Complaint in an amount to be proved ut trial.

WHEREFORE, Plaintiff prays for judgment as follows:

A.  Removing cach of the Trustees of the Colurabia Funds named in this Complaihl
and replacing them with independent Trustees; |

B. Removing the Advisor Defcndants and the Columbia Distributor Defendants;
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C. Rescinding the management and other contracts for LHe Columbia Funds with the
Columbia Dcfendants;

D.  Awarding monetary damages against all of the Delendants, jointly ind severally,
in favor of the Columbia Funds, for all losscs and damages suffered as a result of the
wrongdoings alleged in this Complaint, including punitive damages where appropriate, together
with interest thereon,

E. Ordering Defendants to disgorge all profits carned on unlawful trading and all
management and other fees eamed during the period of such trading,

F. Awarding Plainti(fs the fees and cxpenses incurred in this action, including
rcasonable allowance of fees for plaintiffs’ attorneys, and cxperts,

G. Granting Plaintiffs such other and further relief as the Court may deern just and

proper.

38




JURY TRIAL DEMANDED
Plaintiff hereby demands a trial by jury of all issues so triable,

s

. Dated: Boston, Massachusetts DEUT&FHWi /IAMS BROOKS
May 14, 2004 . DERENSIS & WOLLAND, P.C,

—

Robert D. Hillman

99 Summer Strest
Boston, MA 02110

(617) 951-2300
thitiman@dwboston.com

WOLF HALDENSTEIN ADLER
FREEMAN & HERZ LLP

Danicl W. Krasner

Mark C. Rifkin

Demet Basar

Robert Abrams

Christopher S. Hinton

270 Madison Avcnue

New York, NY 10016

(212) 545-4600

CHITWOOD & HARLEY
Martin D, Chitwood

Lauren D. Antonino

2300 Promenadc 11

1230 Peachiree Strect, NE
Atlanta, GA 30309
Telephone: 404/873-3900

354686
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YERTFICATION
I, Rgrold C.L. Beardsleybeing competent to testify and based on personal

knowledge, bereby verify that 1 have read the forcgoing Columbia complaint against
Defendants and that it is true and correct to the best of my knowtedge, information, and

belief.

Dated: March _ 19,2004

émmé&-é&%




VERIFICATION
L gi’evm}u&fa hcing competent to testify and bascd on personal

knowledge, hereby verify that { have read the foregoing Columbia complaint against
Defendants and that it is true and correct to the best of my knowledge, information, and

belief,

Dated: March lﬂ , 2004

’ %@Ma p—"

cell # NS-TR0-S0S5




